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FRINGE BENEFITS 


XTENSION of fringe benefits to a large proportion 

of salaried and wage workers in the United States has 
been the most spectacular development in employee remun- 
eration since before World War II. Payments in addition 
to wages and salaries have multiplied to such an extent, in 
both form and amount, that one expert in the field has con- 
cluded that they have “ceased to constitute a ‘fringe’ and 
have become, instead, an important segment of the com- 
pensation of employees, from janitors to presidents.” ! 


William J. Casey, a New York tax lawyer, has observed 
that “The search for economic security has replaced the 
mere struggle to earn a living as the main driving force for 
millions of Americans.” Casey said that it takes “close to 
$100,000 to buy security for an employee if he lives, for his 
family if he dies,” and he added: “Because we live under 
a tax system which makes it virtually impossible for the 
average executive, let alone the average wage earner, to 
accumulate this capital himself, slowly but surely and to an 
ever-increasing extent, the American employer has taken on 
the job.” 2 


Top and middle management personnel in established 
corporations are generally handed the richest package of 
fringe benefits; in addition to receiving the benefits given 
millions of other white-collar workers, the corporate execu- 
tive often is enabled to build up personal capital through 
such means as thrift plans and options to buy company 
stock at what amounts to bargain rates. 


GROWING IMPORTANCE OF NON-WAGE COMPENSATION 

More remarkable has been the tendency of private and 
public employers to allow all employees added leisure with- 
out loss of pay and to indemnify them against serious and 


1Theodore R. Iserman, in foreword to Francis M. Wistert, Fringe Benefits 
(1959), p. vii. 


2William J. Casey, “What Price Employee Security?” Dun’s Review and Modern 
Industry, April 1959, p. 54. 
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costly contingencies. As a more or less typical example 
of the latter type of fringe benefit, one company tells its 
employees : 

If you or a member of your family has to go to the hospital 
for a serious operation, the medical benefits we purchase will 
cover your major expenses. If you are still with us when you 
reach retirement age, the contributions we make to the pension 
plan in your behalf will assure you a comfortable income during 
your leisure years. If you should die before then, the insurance 


premiums we are paying in your name will leave your dependents 
provided for. 


These are just a few of the benefits you get for the $1,000 we 
spend each year to protect you. The same protection would cost 
you, as an individual, many times the $1,000 we pay. 


Biggest gains in fringe benefits since the war have been 
in arrangements designed to protect the employee and his 
family; the category includes benefits ranging from pen- 
sions to supplemental unemployment compensation. An- 
other broad category of employee benefits that has been ex- 
panding comprises various provisions for pay while not 
at work—paid vacations, holidays, sick leave, time off for 
voting. Still another group of benefits covers pay when at 
work but not on the job—paid lunch periods, coffee breaks, 
wash-up time, etc. Beyond these broad categories are scores 
of miscellaneous fringes running all the way from profit 
sharing to free legal assistance. A recent text on the sub- 
ject listed 113 different items that could be considered 
fringe benefits.‘ 


ORIGIN AND PROMOTION OF FRINGE BENEFIT PLANS 


Early precedents can be found for nearly all of today’s 
fringe benefits. Francis M. Wistert, vice president of the 
Electric Auto-Lite Co. and a specialist in industrial rela- 
tions, has pointed out that “Many of the basic fringe bene- 
fits had been offered in some form by a few companies even 
before 1900.” The benefits were “nearly always gratui- 
tously given” and “in many cases were discontinued in the 
early 30’s due to depressed economic conditions.”5 The 
really substantial growth in fringe benefits has occurred 
in the past 15 years and can be traced chiefly to the in- 
creased strength of labor unions and, more importantly, to 
wartime exigencies. 


* Cited by J. Roger O'Meara, “The Neglected Side of Fringe Benefits,” Manage- 
ment Record, April 1959, p. 122. 


*D. W. Belcher, Wage and Salary Administration (1955), p. 456. Most employers 
charge off their share of social security taxes as fringe benefits for cost-account- 
ing purposes. 


5 Francis M. Wistert, Fringe Benefits (1959), p. 3. 
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Organized labor, protected and strengthened by the Wag- 
ner Act of 1935, made use of its new bargaining power to 
obtain the inclusion in labor contracts of provisions for 
paid holidays, allowances while performing jury duty and, 
occasionally, paid vacations. However, the unions contin- 
ued to place primary emphasis on achieving the classical 
goals of “higher wages, shorter hours, and better working 
conditions.” In the main, the only benefits introduced in 
the 1930s which gave the worker and his family added 
security at the expense of the employer, in whole or in part, 
were those made mandatory by the Social Security Act of 
1935 and related state laws. 


The term “fringe benefits” was first used in 1943 by mem- 
bers of the War Labor Board. The board, restrained by 
the government’s stabilization program, was unable to 
allow direct wage increases but was willing to approve non- 
inflationary indirect benefits. And industry, “in the face 
of a very tight labor market, ... was quick to devise 
ingenious forms of benefits to lure marginal workers.” 7 
Paid lunch hours and coffee breaks, premium pay for work- 
ing shifts running into night hours, and many similar 
incentives became the order of the day long before the end 
of World War II. 


At the same time, a number of large companies began 
setting up health, welfare and pension plans to help attract 
new workers and retain existing employees. The high cor- 
poration income and excess profits taxes of wartime made 
it possible to finance such programs without substantially 
reducing after-tax income. The revenue laws allowed de- 
duction of contributions to health, welfare and pension 
plans as legitimate business expenses. 


The big postwar boost to introduction of such plans was 
given in 1948 by the National Labor Relations Board’s deci- 
sion in a case involving the Inland Steel Co. Prior to this 
decision, the right of a union to bargain for welfare or 
pension plans had not been established. The N.L.R.B. held 
in the Inland Steel case that the Taft-Hartley Act, by giv- 
ing unions the right to bargain for “wages, hours, and other 
conditions of employment,” made welfare and pension plans 
proper subjects of collective bargaining. In the following 
four years (1949-52) “fringe benefit costs rose 60 per 


@See “Wage Control,” E.R.R., 1950 Vol. II, pp. 836-837. 
7Francis M. Wistert, op. cit., p. 2. 
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cent, over half of this increase being for employee security 
plans.” § 


Granting and liberalization of fringe benefits of every 
type was accelerated by the Korean War. Wage stabiliza- 
tion controls, putting a restraint on wage increases, were 
imposed again early in 1951 and remained in effect until 
1953.° As a result, bargaining settlements turned on im- 
provements in “indirect pay.”” The business recession which 
followed the Korean War provided a part of the background 
against which the last significant breakthrough in fringe 
benefits was scored by a big, pace-setting industrial union. 
Out of demands by the United Auto Workers for a company- 
financed guaranteed annual wage emerged, as a compromise 
in 1955, a plan for supplemental unemployment benefits 
paid for by the employer. 


No additional breakthroughs have been achieved by prom- 
inent unions since 1955. When the U.A.W. in 1958 pro- 
posed that auto companies share profits with workers 
and consumers, the plan ran up against solid resistance 
from the automobile industry.’ A proposal by the United 
Steelworkers for a three-month vacation every five years 
received a similar reception from the major steel producers 
this year. On the other hand, fringe benefits already in 
force have been steadily liberalized. In the past four years, 
moreover, thousands of companies have adopted health and 
pension plans for the first time and granted their employees 
improved holiday and vacation arrangements. 


Fringe Benefits: Types and Trends 


FRINGE BENEFITS were initiated or liberalized under 
three of every four collective bargaining agreements signed 
in 1958 and in each of the preceding four years. Health 
and life insurance benefits have predominated, but con- 
tinued improvement has been recorded as well in paid vaca- 
tions and holidays, pension plans, and supplemental unem- 
ployment benefits. Most government studies concentrate on 
fringe benefits agreed to in collective bargaining contracts; 
there are plenty of signs also of a rapid spread of fringe 
®* Francis M. Wistert, op. cit., p. 4. 


®See “Fringe Benefits and Wage Stabilization,” E£.R.R., 1951 Vol. II, pp. 787-805. 
1% See “Profiit Sharing and Union Strategy,” E.R.R., 1958 Vol. I, pp. 181-199. 
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benefits for non-union employees, particularly white-collar 
workers. 


COVERAGE OF INSURANCE AND HEALTH PROGRAMS 


The Department of Labor last February published a 
lengthy study on Wages and Related Benefits in 19 major 
American job markets.'! It found that in the winter of 
1957-58 life insurance was available to 87 per cent or more 
of both plant and office workers in 15 of the 19 areas. For 
all areas combined, 4 per cent more plant workers and 7 
per cent more office workers were covered than in the win- 
ter of 1952-53. 


The study showed that health insurance, as a fringe 
benefit, had grown faster over the five-year span. In the 
19 labor markets as a whole, hospitalization coverage of 
office workers had risen from 66 per cent to 80 per cent; 
surgical coverage from 58 to 79 per cent; medical coverage 
from 39 to 58 per cent. Hospitalization coverage of plant 
workers had moved up from 73 per cent to 86 per cent; 
surgical coverage from 66 to 84 per cent; medical coverage 
from 44 to 60 per cent. 


LIBERALIZATION OF INSURANCE AND HEALTH PLANS 


A digest by the Bureau of Labor Statistics in 1958 of 100 
health and insurance plans negotiated by collective bargain- 
ing included 93 plans that were covered in a similar study 
in 1954.12. Virtually all of the 93 plans had been liberal- 
ized in one way or another. While changes varied from 
plan to plan, certain broad trends were evident in the 
group as a whole. 


Life insurance provisions had been liberalized in more 
than half the plans, most commonly by an increase in the 
amount of insurance. Increased attention to coverage of 
older and retired workers also showed up. It was indicated 
that provisions reducing amounts of insurance after a speci- 
fied age were being eliminated or at least modified. In any 
case, life insurance coverage was being extended to a grow- 
ing number of retired workers, and plans which already 
covered retired workers were being changed to increase 
amounts of coverage. 


11 Atlanta; Baltimore; Boston; Chicago; Cleveland; Dallas; Denver; Los Angeles- 
Long Beach; Memphis; Milwaukee; Minneapolis-St. Paul; New York City; New 
Orleans; Newark-Jersey City; Philadelphia; Portland, Ore.; St. Louis; San Fran- 
cisco-Oakland; Seattle. 


12“‘Changes in Selected Health and Insurance Plans, 1954 to 1958," Monthly Labor 
Review, November 1958, pp. 1243-1249. 
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Liberalization of health benefits also appeared. Hospital 
protection was being extended by lengthening duration of 
coverage and by increasing the amount of cash paid (under 
cash benefit plans) or the scope of services rendered (under 
service benefit plans). Another trend was toward giving 
a worker’s dependents the same hospital benefits to which 
the worker himself was entitled. A third development was 
extension of hospital coverage, usually on a full-benefit 
basis, to retired workers and their dependents. 


Benefits payable in surgical cases were being increased 
under cash plans, and income-limitation provisions were 
being altered under service plans to guarantee full sur- 
gical coverage to higher-income workers. In line with the 
overall trend in health benefits, surgical coverage also was 
being extended to more and more retired employees and 
their dependents. As for medical benefits, there was a sharp 
increase in the number of plans covering doctors’ services 
outside of hospitals. 


Requirements that the worker pay a part of the cost of 
health and insurance benefits appear to be on the wane. In 
both 1954 and 1958, most plans covering active workers 
were financed entirely by the employer. The trend since then 
has been toward payment by employers of a larger share or 
the entire cost of plans for workers’ dependents and for 
retired workers and their dependents. 


RECENT DEVELOPMENT OF PRIVATE PENSION PLANS 


Much of the spectacular postwar growth in private pen- 
sion plans took place after 1949 and before 1953. However, 
pension coverage has continued to expand and improve- 
ments have been made in plans already in effect. The 
Labor Department study of 19 major labor markets revealed 
that between 1952-53 and 1957-58 the proportion of em- 
ployees covered by pension provisions increased from 66 
per cent to 79 per cent in the case of office workers and 
from 53 to 68 per cent in the case of plant workers. In 
the economy as a whole, upwards of 16 million workers, or 
nearly one-fourth of the civilian labor force, are now cov- 
ered by private pension plans. Contributions to such plans 
total $4.5 billion a year, with employers footing about 85 
per cent of the bill. 


Pension plans vary enormously, and it is probably safe 
to say that few of the thousands in existence are alike. On 
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the basis of “general trends,” Business Week recently pulled 
together features of a “typical plan.” In the first place, a 
minimum age or period of service is imposed as a basic 
qualification—for example, a 25-year age minimum or two 
years of service—in order “to eliminate coverage of em- 
ployees subject to high turnover.’”” New employees more 
than 55 years old are usually not eligible, “mainly because 
the costs are prohibitive.” The typical plan is designed “to 
pay ful! benefits to employees retiring at 65 with 25 to 30 
years’ service.” Full benefits under private plans, when 
combined with social security benefits, amount to “about 
50 per cent to 60 per cent of a person’s average salary 
through the years.” If the plan has been union-negotiated, 
“chances are that it would provide the same-sized pensions 
for all employees with equal service,” even if their earnings 
have varied. “In a union-negotiated plan, the company 
would foot the entire pension bill. Many company-insti- 
tuted plans would also be non-contributory for employees.’ 


The Department of Labor last year summarized the prin- 
cipal features of 100 pension plans negotiated under col- 
lective bargaining.'4 The average monthly pension payable 
under these plans, to workers retiring with 25 to 30 years 
of service and average annual earnings of $3,600 to $4,200 
a year, ranged from $57.50 to $75.50. Addition of social 
security benefits would give a worker with 25 years of serv- 
ice, retiring at age 65 with average annual pay of $4,200, 
a combined monthly income of $181.50. If the retired 
worker had completed 30 years of service, the monthly 
benefits would total $191.50. And if he had a wife 65 years 
old or older, the monthly total would rise to $239.50 or 
$249.50. 


INVESTMENT OF PENSION FUNDS; VESTING RIGHTS 


Various problems involving pension plans remain to be 
threshed out. A real struggle may be in the making over 
how pension funds should be invested. Taken together, 
pension plans have become the most important institutional 
investors in the country; the sum of their net security 
purchases in 1957 was equivalent to 27 per cent of the value 
of new stock issues. Unions have started to demand—so 
far without much success—a bigger say-so in pension in- 


%“The Startling Impact of Private Pension Funds,” Business Week, Jan. 31, 
1959, p. 94. 


% “Characteristics of Pension Plans,” Monthly Labor Review, August 1958, pp. 
845-853. 
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vestment policy; they believe a portion of the money should 
be put into “social-purpose” projects like low-rent hous- 
ing, medical clinics, and recreational facilities. 


The trend in pension plans is toward bigger benefits, 
with employers assuming a larger share of the cost. More 
and more private plans call for extension of pension rights 
to widows of retired employees. Another trend—one ex- 
pected to be accentuated in the next few years—is toward 
giving the employee “vesting rights.” Vesting permits a 
worker who leaves a company before normal retirement age 
to retain a part or all of the pension rights previously 
earned. Occasionally, he is entitled to an immediate cash 
settlement, more often to a reduced pension when he reaches 
retirement age. 


Employers historically have taken a poor view of vesting. 
In the first place, it boosts costs; in the second place, it 
removes a brake on turnover by eliminating the need to 
stay with a company through the years in order to qualify 
for pension rights. Organized labor, on the other hand, has 
favored vesting. Properly speaking, unions assert, a pen- 
sion is a kind of “deferred wage” to which the employee is 
entitled whether or not he puts in 25 or 30 years with the 
same company. Vesting has been advocated also on the 
ground that it makes for labor mobility and that, without 
it, pension plans might promote a “new feudalism.” 


Vesting has definitely caught on. Only 25 per cent of 300 
negotiated pension plans analyzed by the Department of 

abor in 1952 contained vesting provisions, whereas a 
similar study of 300 plans in effect late in 1958 revealed 
60 per cent with such provisions. Moreover, fewer than 
10 per cent of the plans financed entirely by the employer 
in 1952 provided for vesting, but by 1958 that ratio had 
risen to 50 per cent. 


WIDE GRANTING OF PAID VACATIONS AND HOLIDAYS 


Compensating an employee for time not worked is per- 
haps the oldest of all fringe benefits. Paid vacations and 
paid holidays were originally granted to reward faithful 
service and to provide necessary rest and relaxation. But 
as Wistert has commented: “It was considered much more 
important to relieve the mental and nervous strain of the 


% Walter W. Kolodrubetz, “Vesting Provisions in Pension Plans,” Monthly Labor 
Review, July 1959. In all but a handful of plans, vesting is limited to older workers 
with substantial service. Typically, a person leaving a company must be at least 
40 years old and have served 10 or 15 years to be eligible for vesting rights. 
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supervisory or clerical employee than the physical fatigue 
of the hourly worker.” '* In the past 15 or 20 years, paid 
vacation and holiday rights have been extended to the great 
majority of Americans who work for a living; in addition, 
there has been steady enlargement of vacation and holiday 
benefits. 


The Labor Department estimated in 1940 that at that 
time about one-fourth of unionized workers received paid 
vacations. A study published by the department last year, 
analyzing vacation provisions in nearly all of the bargain- 
ing agreements covering 1,000 or more workers,'? showed 
how things have changed during the past two decades. 
Paid vacations are now provided for in well over 90 per 
cent of all bargaining agreements. The only major excep- 
tions are in industries of casual and seasonal employment, 
mainly construction, where workers tend to shift from 
job to job. In manufacturing, 99 per cent of all agreements 
call for vacation with pay. 


The trend is toward a minimum paid vacation of two 
weeks a year. The once-standard requirement of five years’ 
service to qualify for a two-week vacation has been so 
widely modified that a majority of workers now get two 
weeks after only one, two, or three years of service. For 
employees with seniority, longer vacations are becoming 
the rule. More than 80 per cent of all present agreements 
provide for three-week vacations, usually after 15 years 
of service but, increasingly, after fewer years. More than 
20 per cent contain provision for vacations of four weeks 
after 20 or 25 years with a company. 


A recent study of employee benefits in 17 major labor 
markets indicated that, true to the historic pattern, vaca- 
tion provisions are still more liberal for office workers than 
for plant workers. In nearly every job market studied, it 
was found that a larger proportion of office workers quali- 
fied for vacation pay after six months; for a paid vacation 
of at least two weeks after one year; and for three or four 
weeks off with pay after 10 or 15 years of service. 


Employers generally give both white-collar and blue- 
collar workers more paid holidays today than they did five 
years ago. A majority of workers now receive one or two 


1° Francis M. Wistert, op. cit., p. 27. 
17 Railroad and airline agreements were not included. 
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holidays in addition to the traditional six—New Year’s 
Day, Memorial Day, Independence Day, Labor Day, Thanks- 
giving, and Christmas. Most frequently added to this 
group are Washington’s Birthday, Good Friday, or Vet- 
erans (Armistice) Day. However, the tendency is to change 
the extra holiday from year to year—making it, for ex- 
ample, election day in election years and the Friday after 
Thanksgiving in other years. Or the employee may be 
given the option of selecting his own extra day off, taking 
perhaps his birthday, Yom Kippur, or some other day of 
special significance to the individual. Flexibility allows 
also for celebration of special regional holidays like San 
Jacinto Day in Texas or the anniversary of the battle of 
Concord and Lexington in Massachusetts.'® 


COFFEE BREAKS, TIME Orr To Vore, SIcK LEAVE 


Numerous additional benefits broadly referred to as “pay 
for time not worked” have become fairly widespread. Coffee 
breaks or rest periods—given a big boost by World War II 
efforts to attract women into the work force—are now 
enjoyed by the great majority of wage earners and salaried 
clerical employees. Typically, two 10-minute respites a day 
are allowed; in a year’s time this averages out to the 
equivalent of an extra two weeks’ vacation. 


More than half of all companies now permit both salaried 
and hourly employees to take time off, without forfeiting 
pay, in order to vote on election day. About one-fourth 
of all bargaining contracts provide that when an employee 
is called upon to perform jury duty, the company will pay 
him the difference between his average earnings and the 
compensation accorded him for jury service. 


Some fringe benefits of this type are extended to either 
salaried or hourly employees but not to both. Most salaried 
employees, but virtually no hourly workers, may take time 
off without loss of pay to attend to illness in the family or 
to visit the doctor or dentist. In the case of death in an 
employee’s immediate family, nearly all companies allow 
the salaried worker to stay away a few days, but fewer 
than half pay the hourly worker if he does so. 


Most companies of any size have set up formal plans for 
paid sick leave for salaried employees; under a typical 
sick leave plan an employee is entitled to take a certain 


% For some years after World War II, union contracts provided for double pay 
for work on a holiday; now triple pay is the general union rule. 
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number of days off each year on account of illness. In 
addition, hundreds of companies, whether they have a for- 
mal plan or not, provide generously for highly regarded 
salaried employees who become ill. On the other hand, only 
a small proportion of hourly employees—probably fewer 
than 20 per cent—are paid when they miss a day or two 
because of illness. Most union-negotiated health and wel- 
fare plans do include provision for weekly sick benefits, 
but a seven-day waiting period must usually pass before 
the sick worker begins to receive about half his normal pay 
for a maximum of 13 or 26 weeks. 


SUPPLEMENTAL UNEMPLOYMENT BENEFIT PROGRAMS 


One of the best known fringe benefits available to some 
hourly employees, but to virtually no salaried workers, is 
the supplemental unemployment benefit. The first major 
S.U.B. plan was negotiated by U.A.W. and the Ford Motor 
Co. in 1955, and such plans were applied extensively for 
the first time during the 1957-58 business recession. It is 
generally agreed that availability of S.U.B. payments dur- 
ing the recession helped to ease the financial strain for 
thousands of laid-off workers and, by helping to keep up 
purchasing power, softened the impact of unemployment 
on many hard-hit communities. 


Well over two million workers are covered by some form 
of S.U.B. plan today—the great majority in industries 
which tend to be hardest hit by downswings of the business 
cycle. Programs vary considerably, but the typical plan 
calls for regular company contributions to a trust fund 
which pays benefits to laid-off workers as supplements to 
state unemployment compensation. The laid-off worker 
is given the amount needed to lift his income to 65 per cent 
of the normal weekly straight-time take-home level. In 
1958 the 65 per cent formula meant weekly benefit pay- 
ments of $13 to $25 in addition to state unemployment 
benefits then averaging $30 a week. 


The A.F.L.-C.1.0. estimates that during the worst six 
months of the recent recession, all S.U.B. payments com- 
bined ran at a monthly rate of $10 million to $12 million. 
The U.A.W. reports that the Big Three automobile manu- 
facturers paid out almost $38 million in benefits during the 


1# Industries in which many or most workers are covered by S.U.B. include—in 
addition to automobile manufacturing—steel, aluminum, rubber, farm equipment, 
and can manufacturing. The largest non-manufacturing group covered comprises 
maritime workers on the Atlantic and Gulf coasts. 
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entire year 1958, while the United Steelworkers reports 
that 18 basic steel companies disbursed $36.5 million in the 
same period. These company-financed payments, broadly 
speaking, held the benefited laid-off worker’s purchasing 
power at about two-thirds of its normal level instead of at 
the level of one-third to one-half to which it would have 
been limited if he had had to rely solely on state benefits. 


INTRODUCTION OF THRIFT AND STOCK OPTION PLANS 


Salaried employees, particularly top and middle man- 
agement men in business enterprises, receive various fringe 
benefits for which hourly workers are rarely eligible. 
William J. Casey wrote recently that “During the past ten 
years, most American corporations have set up” plans de- 
signed to produce for their executives “the family capital 
which the tax structure prevents them from accumulating 
for themselves.” Companies have found it necessary to take 
action of this kind “both to hold their people and to recruit 
men from other companies which already provide such ben- 
efits to their employees.” 2° Chief among capital-building 
plans, in addition to pension and insurance programs, have 
been thrift and stock-purchase plans. 


The essence of a thrift plan is that the company offers an 
incentive to save by adding a certain sum of money, most 
often 50c, to each dollar the employee sets aside. The em- 
ployee usually is allowed to authorize the company to with- 
hold up to 5 or 10 per cent of his after-tax salary and to 
designate whether the savings are to be invested in bonds, 
stock of the employer corporation, or mutual fund shares. 
As Casey has pointed out: “Instead of getting the 3 per 
cent rate he could get in a savings bank, the employer 
matches his savings with a 25 per cent, a 50 per cent, and, 
in a few instances, 75 and 100 per cent of the amount the 
employee has saved.” In addition, the employee’s combined 
savings “earn a tax-free investment return and capital ap- 
preciation.” Casey reports that “well over 90 per cent of 
the eligible employees” take advantage of the thrift plans 
offered by “almost all the large oil companies, the Big Three 
automobile companies, Du Pont, General Electric, Dow, 
Kroeger, and other major corporations.”2" 


About half the companies listed on the New York Stock 


"William J. Casey, ey Price Employee Security?” Dun's Review and Modern 
Industry, April 1959, p. » 


* Ibid., p. 97. 
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Exchange have set up stock option arrangements, frequently 
limited to higher executives but sometimes available to other 
salaried employees. A typical plan gives the eligible em- 
ployee the right to purchase company stock at a stated price, 
usually the current market price or 85 or 95 per cent of 
that price, at any time within a period often fixed at five 
years. U.S. News & World Report said recently that “the 
chief idea” behind stock options was to “encourage com- 
pany officials to work harder, since they stand to gain when 
increased earnings are reflected in higher market prices 
for the stock.” Many companies “feel it is cheaper to use 
stock options than it would be to pay salaries high enough 
to attract and hold key men.” 


U.S. News & World Report described how a stock option 
plan might work out in practice. Company XYZ gave its 
president an option to buy 25,000 shares of XYZ stock at 
$30 a share in mid-1954. By early 1959, XYZ stock was 
selling at $75 a share. The executive, exercising his op- 
tion, paid $750,000 for stock currently worth $1,875,000. 
At this point he could sell the stock and pay taxes at full 
income tax rates on the short-term capital gain of $1,- 
125,000. Or he could hold the stock for six months, then 
sell, and pay a 25 per cent tax on the long-term capital gain. 
In the latter case, assuming no change in market value of 
the stock, he would realize a net profit, after capital gains 
tax, of $843,750.22 The A.F.L.-C.I.0.’s industrial union de- 
partment asserted on Aug. 8 that the “stock option device” 
had made millionaires of “droves of corporation executives.” 


PROFIT SHARING IN THE FRINGE BENEFIT PICTURE 


In a broad sense, thrift plans, stock option plans, and 
other such fringe benefits designed to help executives build 
up capital can be regarded as profit-sharing plans. Profit 
sharing in the traditional sense has a long history. Some 
20,000 plans now in operation provide for distribution of 
a fixed percentage of a company’s annual profits among 
the employees. Under deferred profit sharing, an em- 
ployee’s share is set aside in a trust fund and turned over 
to him when he retires or, under some plans, before retire- 
ment if he leaves the company’s employ. Under cash profit 
sharing, each employee is paid a share of profits currently. 


Although some profit sharing plans have applied to hourly 


2‘Where Fortunes Are Being Made Again,” U.S. News & World Report, May 
11, 1959, p. 85. 
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workers for many years, no big industrial union has yet 
won a profit-sharing arrangement. The fact that the United 
Auto Workers made a bid in that direction last year may 
indicate the course of future developments in fringe ben- 
efits.27 In the meantime, profit sharing continues to spread, 
mainly as a result of the desire of small companies to offer 
incentives that will hold good men. 


Cost and Effect of Fringe Benefits 


THE COST of fringe benefits obviously has had a steady 
rise, but the subject of fringe costs is highly controversial. 
In the first place, companies do not agree on what benefits 
should be included in a cost survey. In the second place, 
unions tend to disagree with employers on that score; they 
object, for example, to the company practice of counting as 
fringe benefits the social security taxes and other payments 
an employer is required to make under law. They contend 
also that whatever the annual cost of fringe benefits for a 
wage-earner, the amount is only a drop in the bucket com- 
pared to the “indirect pay” an executive receives. 


Probably the most comprehensive surveys of fringe costs 
have been those conducted every other year for the past 
decade by the United States Chamber of Commerce. The 
Chamber in its latest study (1957) analyzed reports from 
1,020 companies of every type and size on how much it cost 
to give fringe benefits to hourly employees and to salaried 
employees in the lower echelons. Costs were found to range 
all the way from 6 to 60 per cent of total payroll costs. On 
the average, fringes accounted for 21.8 per cent of payroll 
costs—47.4c per payroll hour, or $981 a year. Payments 
were largest in the Northeast, followed by the Midwest, 
South, and West. Generally, fringe costs were higher for 
large companies than for small companies. 


A comparison of results for 102 companies that had been 
included in all Chamber surveys showed that the average 
cost of fringes climbed from 20.6c an hour to 55.8¢c an hour 
during the 1947-57 decade. Because wages were going up 
at the same time, the cost of fringes as a percentage of 
payroll rose less sharply—from 15 per cent to 23.7 per cent. 


2 See “Profit Sharing and Union Strategy,” E.R.R., 1958 Vol. I, pp. 181-199. 
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Cost OF FRINGE BENEFITS TO 102 COMPANIES 
1947 1949 1951 1953 1955 1957 
As cents per payroll hour 20.6 26.0 33.1 38.3 45.7 55.8 
As dollars per year per employee__420 526 682 786 945 1,150 


As per cent of payroll, total.__..15.0 16.9 18.7 19.6 21.7 23.7 

. Legally required payments._2.9 2.6 3.0 2.7 30 3.2 
(social security, etc.) 

. Employee security payments. 4. 49 56 63 7.3 8.1 
(pensions, medical, etc.) 

«. Coffee breaks, rests, etc. . a BY 7 

- Paid vacations, holidays, etc. 5. 6. 6.6 

. Profit-sharing, bonuses, etc. ki 


= 


Source: U.S. Chamber of Commerce, Fringe Benefits 1957. 


The rising cost of fringe benefits was repeatedly stressed 
during contract negotiations last year between automobile 
manufacturers and the United Auto Workers. This year 
the steel industry has pressed the same point. When gov- 
ernment spokesmen informally suggested to company and 
union officials in mid-June that a modest increase in fringe 
benefits might provide the basis for a settlement that would 
avert a strike, industry negotiators made it plain that the 
companies were no more receptive to an increase in fringe 
benefits than to an increase in wages. R. Conrad Cooper, 
chief bargaining representative for the companies, said on 
June 22: “A cent directed to so-called fringe benefits costs 
exactly as much as a cent directed at wage increases. It 
is just as inflationary. It creates just as much pressure 


in the way of precedent and just the same pressure on 
costs.” 


INFLATIONARY EFFECTS OF FRINGE BENEFITS AND WAGE HIKES 


No objective study of the inflationary effects of fringe 
benefits has been made. This gap results in part from the 
fact that the question of what causes inflation has become 
increasingly controversial.24 However, economists of every 
persuasion probably would agree that, as a general rule, 
a typical fringe package, costing perhaps 25c an hour, 
would not put quite as much pressure on prices as would 
a direct wage increase of the same amount. Both are po- 
tentially inflationary in two ways: They may increase de- 
mand for goods and services, thus exerting upward pres- 
sures on prices; and they add to costs of production, thus 
forcing the employer to choose between narrowing profit 
margins and raising prices. 

% See “Economic Growth,” E.R.R., 1959 Vol. I, pp. 334-341. 
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It stands to reason that a 25c fringe package does not 
increase employee demand for consumer goods as much as 
a 25c wage boost. Company payments for certain fringe 
benefits never reach the employee or do not reach him for 
years to come. Many private pension funds, for example, 
are now taking in more money than they are paying out. 
They give active workers no more spending money than 
before and may actually decrease total current demand. 


As for the effect of fringe benefits on production costs, 
a fringe package does not add as much to employer costs 
as a wage boost of the same amount. Wistert has pointed 
out that management “does not necessarily act with humani- 
tarian motives when, in collective bargaining, it agrees to 
a fringe benefit instead of a pay increase.” He cited sev- 
eral “economic advantages” of fringe benefits over pay 
hikes: They “save on social security taxes’; they eliminate 
pyramiding of the increase “in case of time-and-a-half and 
double-time premiums”; and the ultimate cost of a benefit 
“often is reduced through year-end dividends.”’25 The 
money a company pays toward employee pensions or insur- 
ance policies is invested by the pension fund trustees or by 
the insurance company, and a part of the interest or divi- 
dends earned helps to reduce the cost of the benefits. 


GENERAL EMPLOYER ACCEPTANCE OF FRINGE BENEFITS 


Notwithstanding the struggle that characterizes most em- 
ployee efforts to obtain additional or improved fringe bene- 
fits, American business as a whole has ceased to object to 
fringe benefits in principle. Its change of heart may have 
stemmed from necessity; for as J. Roger O’Meara wrote in 
a National Industrial Conference Board publication re- 
cently: “Straight wage rates at acceptable levels still merit 
top billing. But, by themselves, they are no longer enough. 
To attract and hold desirable employees today it is neces- 
sary to add a fringe package.” 2° 


Thousands of small companies, employing mainly non- 
union personnel, have begun to provide the standard fringe 
benefits, like pensions, medical plans, and life insurance, 
on their own motion and without evidence of employee dis- 
content. Bigger companies employing mostly non-union- 
ized white-collar workers—department stores, for example 


“Francis M. Wistert, op. cit., p. 6. 


* J. Roger O'Meara, ““The Neglected Side of Fringe Benefits,” Management Record, 
April 1959, p. 120. 
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—have voluntarily moved in the same direction. Large 
corporations in industries where unions are strong have 
been doing a lot of hard thinking about fringe benefits in- 
stead of leaving that job entirely to the unions. Wistert 
reported that the pioneer S.U.B. plan agreed upon by the 
U.A.W. and Ford in 1955 was basically the counter-proposal 
that Ford had put forth in response to the union demand 
for a guaranteed annual wage. 


Many businessmen have set out to turn a liability into 
an asset. O’Meara points out that although it may be true 
that companies are virtually compelled to provide fringe 
benefits, some are coming around to the view that, prop- 
erly handled, “such payments can be turned into invest- 
ments that bring a rich return in the form of a more effici- 
ent, more cooperative and more stable work force.” This 
effort involves use of the employee manual, the bulletin 
board, and the house organ to play up, not what fringes 
mean to management in terms of costs, but what they mean 
to employees in terms of benefits. O’Meara observed by 
way of analogy: “When a company is trying to sell its 
products to customers, it says little or nothing about the 
manufacturing costs. Rather, it stresses what the products 
can do for the customers.” 2? 


W. W. Tongue, economist for the Jewel Tea Co., may have 
got to the heart of employer acceptance of fringe benefits 
when he said last November: 


I would urge firms to bend every effort to explore the areas in 
which they might expand their fringe benefits—both in amount 
and extent of coverage, and in areas that are not now covered. 
For surely these developments will come. If they are not done 


by private enterprise, you may rest assured that they will be done 
by the government. 


Tongue added: “I do not mean to imply that additions and 
improvements in programs should be put into effect imme- 
diately, but only gradually over a period of time as our 
rising standard of living makes them appropriate.” 2° 

2 Ibid., p. 123. 

* Speech reprinted in The Commercial and Financial Chronicle, Nov. 27, 1968. 
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